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ENRON CORPORATION

Moderator: Kenneth Lay
October 23, 2001
8:30 am.CT

Operator: Good morning, everyone. Welcome to the Enren conference call. This call is being recorded.

At this time. 1 would like to turn the call over to Charman and Chief Executive of Officer, Mr,

Kenneth Lay. Piease go ahead, sir.

Kennetn Lay Gocd morning. This s Ken Lay. Thank you for joining us tocay.

| have with me in the rcom here Mark Frevert, the Vice Chawmman, Greg Whalley, President and
Chisf Operating Officer of Enron; Rick Causey, Executive VP ana Cnief Accounting Officer; Andy
Fastow, Executive Vice President and Chief Financial Officer; Steve Kean, Executive Vice
President and Chief of Staff, Mark Koenig. of sourse, Executive Vice President of Investor

Relations; and Ben Glisan, Managing Director and Treasurer.

We decided yestercay to set this ca!l to a3dress questons anc concerrs raised over the last few
days. To say the least. we are very, even extremely d:isappointed with our stoc< price,
parucularly since our businesses are performing very well, and we are continuing to conduct

business as usual.
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questions surrounding the equity ad;ustments since the call. So we want to take the apportunity

to clearly spell out the basis of that adjustment.

A structured finance vehicte in which LUM was an invesior, was established to mibhgate veoiatility 2«,
associated with certain of Enron’s merchant investments. including investments in the new power

company, technology and other investments of Enron.

In conjunction with the recent termination of these vehicles, Enron recorded a $1.2 billion

reduction in shareholders’ equity and a corresponding reduction in notes receivabte.

These adjustments were the result of Enron's termination of obligations ‘o deliver Enron’s shares
in future penods. Although this abligation equated to 62 milion shares, and this was reflected in
our fully diluted shares outstanding. the obligation to issug shares in the future no longer ex:sts.

And as (such), the shares will no longer be factored into the — our EPS calculation.

The 10-Q wili reflect the fina!, proper reduction of 62 million shares. as calculaied, using Enron’s

actual share prices during the third quarter.

1f you have additional questions on these adjustments, | will address them at the end of the calt. |
now would like to turn the discussion over to cur CFO, Andy Fastow, to discuss our current

liquidity position and credit rating.

| might add that | and Enron's Board of Directors continue to have the highest faith and

confidence in Andy, and believe he 1s dong an outstanding job as CFO. Andy?

Andrew Fastow: Thank you very much, Ken, and thank yeu for those last comments  We have, in fact,

received questions recently about both our liquidity and the cutlook far the Earon Corp. credit. i'd

like to briefly address both of these 1ss5ues now.
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First, regarding iiquidity Enron expects to continue to have sufficient liquidity to conduct normal
operations and to meet all of its projected capital requirements. We have committed credit
facilities with domestic and foreign banks, which provide for an aggregate of $3.35 billion in creait
These bank lines are undrawn, but act as the backstop for the company's issuance of commercial
paper Additionally, the company utilizes on a consistent basis, uncommitted ines in excess of

$500 million

With respect to commercial paper, currently our commercial paper balance is approximately
$1.85 bilion, and that's net after consideration of cash balances on deposit, resuiting in

approximatety 31.5 bilion of hquidity available from committed sources today.

We continue to issue commercial paper, and we have not drawn on our bank revolvers.
Additionally, we have not experienced any matenal increase in our funded CP balances over the

past two weeks.

Our policy of maintaining hqu:dity levels under committed iines of credit that are a multiple of
projected cash requirements remains in effect. In addrticn to the $1.5 billien in unused
commitments. we expect 1o receive in excess of $800 million in proceeds from asset sales, and

these were discussed in the third guarter conference call.

These proceeds should be realized in the fourth quarnter, pernaps as soon as within 30 days. And
I would hke to remind everycne that we have entered into a definiive agreement to sell Portland
General to Northwest Natural Gas for approximately $1.9 billion, and the assumption cf $1.1
billion in Portland General gebt. Subject to norma! regulatory review, this transaction 1s

scheduled to clese by the end of 2002
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Alsa with respect to liquidity, we have Spaken to our key banks. all ot our key banks. And based

on these conversations we expect 10 have their continued supoort.

Now, turning briefly to the credit ratings, both Standard & Poor's and Fitch have confirmea our

triple B plus rating. and have kept us on stable outiook
We are currently rated B double A one at Moody's. That has not changed. However, Moody's
has place Enron on review, and we'reé now working with Moody's to address specific guestions in

order to facilitate their review.

We understand tnat our credit rating is critical both to the capital markets, as well as to our

counter-parties.
Ken? After you.

Kenneth Lay. Great Thank you, Andy.
As we discussed in the earnings conference call last week, our third quarter recurring operating
results were outstanding, with a 26 percent increase i recurring earnings per share, and a 65
percent increase in our physical volumes
These results refiect the superb performance of our core wholesale, retail and pipeline
businesses. We are continuing o stay focused on our businesses, and remain well positioned for
continued success.

And with those brief comments. we would welcome your questions s the operator there?

Operator: Yes. Are you ready to take questions?
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Kenneth Lay: We're ready for questions.

Operator: All right. Thank you. The question-and-answer ses510n will be conducted electronically  If you
would like to ask a gquestion, please do so by pressing the star or astensk key. foliowed by the
digit one on your touch-tone telephone. We will groceed in the orger that you signal us  Ana we'll
take as many questions as time permits Once again, please press star. one, on yaur touch-tone
telephone to ask a question. And we wili pause for just a moment.

Kenneth Lay: Operator, you got somebody on? Heflo.

Operator We'll take our first question from Kevin Bocne, Bear Stearns.

Kevin Boone: Hi. Can you leli me about the uncommitted bank facilities you have. justin terms of the

size and potential maturity dates for those revclvers.

Male' Ben Glsan. please.
Ben Glisan: Certainly, The targest of them is a $550 millicn loan sales faciity that JP Morgan Chase
agents, on our behalf. That is a program tnat supplements our CP program  And we issue under

it actively. in fact, at the mament, | believe we have approximately {3350).

Kevin Boone: OK. That's the only — that's the oniy revolver you have outstanding, other than the ones

we use for CP backup?

Ber Glisan: That's the only uncommitted facility we have cutstanding debts ..

Kevin Boone: CK.
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Ben Glisan: ... in addition to the committed facility that Andy spoke to. totaling 3 35 billion

Kevin Boone: But those are — those are again. for - primarily for CP backup. |s that right?

Ben Glisan: The $3.35 billion of revoiving credit — committea revolving credit faciites are composed of
three facilities. One is $1.175 billion 384-day facility, which is due in May of '02. The secondis a
$1.25 billion five-year facility due in May of '05. And then. the third is a $355 million 384-day
insurance wrap (A-1 P-1) facility due in March of '02. All of those are committed facilities. None

of them have been drawn and serve to back up cur CP program.

Kevin Boone: | see. Great. That was the information | needed. Thanks.

Ben Glisan: OK_ Yes. | think it's imporant to note, on those facilities, there is no (max) clause and
there's a single financial covenant requiring debt to cap, not to exceed 65 percent, which is very
jervent. And we, you know. feel very confident and comfortable in all of the terms and conditions
of those facilities.

Operator. Mr. Boone, was there anything further?

Kevin Boone: No. That'sit. Thanks.

Operator: Thank you. We'll take our next question from Curt Launer. from CS First Boston.

Curt Launer: Geod morning. Curt Launer, from CSFB. | just want to go back and try to recreate some of

the accounting that went on during the year 2000 pursuant to what was already disciosed in the

footnotes. In other words. had the partnerships not been part of certain of the transactions during
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the year 2000 and, 1 fact, if we were trying to recreate the income statement, what would have or

could have the earnings been in bread terms?

And then, if we coutd move that question ahead and talk about where we would be in the year
2000 and 2001, knowing that you've taiked about 51 80 into 2001 and $2.15 in 2002 It looks 10
me like those would still be the estimates we would use regardless of the impact of the
parmerships. But | do want 0 go back to 2000 first and establish the base relative to the

broadband and other entries that the pantnership was involved in.

Male. Can we do that? Rick Causey, Chief Accounting Officer.

Rick Causey: Curt, it's Rick Causey. The best guidance | can give you on that is that there are
disciosures thal show the impacts of the transactions with these (entities). reiated-party footnotes
{for either of) those ((inaudible)) iooking backwards. {(inaudible)) forward estimates ({inaudible))

incorne {{(inaudible)).

Male: The $1.80 for this year and the 2.15 for next year will remain unchanged, unaffected.

Curt Launer: OK. That is the critical issue. obviously. But t did want to go back to 2000 and reference
some of the things that have already been cisclosed. There's $35 million reiative to (dark) fiber

sales and so on and so forth  And to some degree, those transactions could have occurred with
or withaut the partnership. But the fact of the matter 1s. they did occur with the partnership in

place. So if that's the order of magnitude that were talking about, we know how to adjust for that.

Male. Well, that's correct. Again, what | referred to was, in fact, the revenues associated with the
partnerships that were disclosed have always been disclosed as related-party transactions. You
are correct in that obviously these actions were done with the partnerships. They could have

cbvicusly been done with other entities, as well, (if) that were the case, with the simitar results

E 31139
Confidential Treatment Requested By Wilmer, Cutler & Pickering



ENRON CORPORATION
Moderator Kennet Lay
10-23-01/830am CT
Conkrmation # 627675
Page 9§

Male: Yes. | think that's the answer, Curt. | mean, | think they were done at the partnerships But they

could have been angd would have been done eisewhere. And there would have been no impact

. /!

on the — on the earmings.

Curt Launer: OK. Thank you That s the key question.

Operator. We'll next take a question from Jonathan Reiss, with John Levin & Coempany. Mr. Reiss?

Female: QOperator, let's continue.

Operator: OK. We'll take our next question from David Knott, with Knott Partners

David Krott: You, when you were at the Lehman Brathers, promised to be more transparent with your
financial disclosure  And yet, you just issued a quarterly release and you don't give us a balanc
sheet. |s there a reason for that?

Male: David, in fact, the balance sheet, it usually deesn’t come together until a week or so after the
earnings are, in fact. concluded.

David Knott: When wilt we be provided with one?

Male: Well, we typically provide that at the time of the 10-Q. It will be filed, obviously, by November 14th.

Male: What we have...

David Knott: Are you taking the full time 1o file 7
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Male: That's historically what we've done. We endeavor to file it as 500N as possibie. Typically, that's

been on ({inaudible)).

David Knott; Well, if the balance sheet's available a week after the — it's put together a week after the

earnings, could it not be made available sooner?

Male. David, we will look at that. And, indeed, in future quarters, we may even reschedule the time when
our eamings release comes out so, in fact, we can provide both earnings and balance sheet at

the same time.

David Knott: Thank you, because it'd be helpful.

Male: Next gquestion

Operator: We'll next — take the next queston from Raymond Nites, with Salomon Smith Barmney.

Raymond Niles: Good moming. One of my guestions has been asked already in regard tc the earnings.
But | wanted just to clarify so | fully understand it with regard to the reduction 11 shares
outstanding and what the opposite entry 1s that resuits in no net change in EPS. Maybe you can

once again, clarify that, the 62 million shares.

Male. Ray, the — I'm not sure of your last point about no charge ((inaudible)). Itis correct that the 62
million snares were — was the impact on fully diluted shares outstanding in the third guarter. in
the fourth quarter, there will be no shares outstanding associated with this {because) obviously,

since the transaction is ((inaucible)). Does that answer your quastion, Ray

Raymaond Niles: So shares outstanding is reduced by 62 million shares for purposes of the EPS

calculation?
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Male: That is correct. There's — the number was approximately (912, | beleve, millior shares) at the third
guarter. And you'll see something roughly 60 million short of that. Obviously, there's ather things

that impact thal quarter to quarter. But expect something mare in the B50 range

Raymond Niles: Would there have been any reason to increase earnings guidance cn an EPS basis?

Male: Ray. we've not because cbviously, you know, we started off the year with guicance cf$1.70 -
$1.75 We've increased that to $1.80. But we've held that $1 .80 despite, obvicusly. the economy
going scmewhat softer. And we think we can certainly make the $§1.80 But we certamiy haven't
had an increase ((inaudible)), But we still — we still have (2.15) tor next year. ateast - at leas! for

the ume being.

Raymond Niles: OK Thank you

Operator We'll next take a question from Rose Eiland-Smith. with VWhite Asse! Management.

Rose Eiland-Smith: Good morning. | have three questions. The first question 1s about the bank
commitment covenant for debt to capital to remain lower than 65 percert. Could you define for us
what constitutes debt in that covenant calculation and indicate whether there are any conditions
under which the Mariin Water Trust or other off balance sheet financings wouid be included In

that calculation?

Male' They are not | would hesitate to attempt to define the cebt use. You recall. the definibion of debt,
as | don't have the revolver here with me, but those instruments are not included in that

calculation.
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Rose Eiland-Smith: OK. So. there would be no, say, rating change trggers or anything that will cause [#

them to become part of that debt calculation?

Male: Thatis comrect. F

Rose Eiland-Smith: OK, thanks Second question is about Marlin Water and the otner trusts. With near
term debt maturities. what is Enron’s current ptan for paying those maturities in terms of your
funding mechanism? Are you focused now on asset sale proceeds, or do you pian to proceed
with marketing, convertible preferred held in trust? And the other part to the second question is
about the rating agency requirements for retaining or maintaining Enron's current ratings and tne
impact of the funding mechanisms that you chocse for these near term maturities on your

ratings?

Male: Certainly. in the case in each of the Asbury transaction and the {(inaudible)) transaction, the intent
is to repay those financing through asset dispositions. If in fact we have to supplement the

proceeds of asset dispositions with equity proceeds, we would do so,

Andrew Fastow This is Andy Fastow. Let me aad to that. that as menticned by Ken in the third quarter
call and we briefly touched on it here again today. we have, | think, begun in earnest our asset
disposition program You've seen announcements over the course of the [ast couple of months
announcing the sale of agreements - definitive agreements for the sale of our {Segrio) property in
South America, (Echo Electrica), our India E&P properties, as well as Portland General And so,
if you begin o ada all of those cash proceeds together, there is a significant amount of cash that

to be received by Enron if on closure of these transactions.

Rose Eiland-Smith: OK. | understand that. And | guess it's in light of having heard about those prior
plans that | asked the B part of the question, which relates to the rating implications of using asset

sale proceeds to make these payments, given that the trust structures were onginally
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contempiated to be off balance sheet in order to help preserve Enron’s rating on the premise tnat &(

Enron wouldn't need to support these debt maturity repayments by seiling their own assets.

Male: Well, | have two comments to that. One, over the life of these trust structures, Enron has in fact
issued sizable amount of equity, principally through its deferred compensaton. So. from that
perspective equity has been issued over the life, and that was expected by the agency.
Secondarily, certainly we believe that we will dispose ¢ver time the assets held by the trusts. We
have discussed with the agency that it may wel! be that we dispose not only of assets of the trust

but additional assets as well. And the agencies have taken those comments nto consigeration in

there.

——

Rose Eiland-Smith: What assurance do you have that if you do use asset sate proceeds to pay off these

near term maturities that the agencies won't change their ieverage calculation to put all your off

balance sheet debt on balance sheet based on this demonstrated support of off balance sheet
P il

financing that occurs with the repayment cof near term maturity for asset sale proceeds?

—

Male Again, we have fuilly discussed these mechanics multiple times with the agencies and remain 1}'

confident and comfortable with the mechanic as described

Rose Eiland-Smith: OK. Thanks. My last question is about CP finance findings and cost trends. Can
you just comment on how recent CP issuance costs compare to, say, year over year costs or

whatever in terms of giving us an idea of how much those costs may have increased?

Male  Sure As you knaw, the base rate has declined substantially. So. the (all in) rate IS very

inexpensive cn historical terms. The spread is wide by historical standards, but not unreasonably
so. Yesterday's cost and placement of CP was approximately three percent annualized. It

pushed CP out into November.
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Rose Eiland-Smith: And how does that spread compare, say, year over year or..

Male: The spread in thal market is quite valatile. 50. at times the spread could be as tight as 10 tc 15

basis points to LIBOR and, at times, as wide as 50 or more. So, by historical standards, it's wide.

but not unprecedentally so, especially when there are disruption in the CP market and multiple

users in the {H&P) market special.

Rose Eiland-Smith: OK. So, it's on a 50 or more end of that spectrum right now?

Male: Yes,

Rose Eiland-Smith; OK, thank you.

Operator: We'll next hear from Richard Grubman with Highfield Capital.

Richard Grubman: Yes. Hi. Good morning. To foliow up on the last questioner's inquiry, the assets that

you announced for sale, such as Portland General, are not assets of Madin or Osprey. And |
—_—

guess in light of the $3.35 billion of capacity you cutlined against which $1.850 of CP is aiready

grawn, Marlin —= my question 15 about reserves with respect to Marlin.

Marlin's got roughly $1 billion of financing outstanding due in the next 18 months or so. All the
proceeds from Mariin's debt issue were basically paid to repay the foan to Enron Water, which left
Marlin with a third of Azurix, which based on the math you gave us on the write down of your own

et ey,

shares of Azurix last week is worth about $100 million. So, it would appear that the support of

your imminence remain in that case to the tune of almost 31 billion. Have you taken any reserves

against that liability?
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Rick Causey: This is Rick Causey. The point | woulg make is that the Mariin Trust structure has assets
in i, as you said of Zurich's ~ 0bviously Azunx — I'm not sure of the math you've done tc come up
with that caiculation. The point | would make is that Azurix continues to owner of Wessex Water},}r
—

which is a very successful utility with a lot of value, obviously located (in).

Richard Grubman: Well, again, you valued Azurix at about $800 milhion when you bought the third in at
eight and three-eighths a share. And you own two thirds and the Water Trust owns ha!f and /
Mariin owns — | don't know if it's two thirds, but Marlin owns half of that So, that's a third, So, if = L
so, Marlin's stake is 300 on the original 900 and then you wrote your 600 gown 287 after tax, ar
roughly 400 pretax. You wrote it down by two thirds. So, rough numbers, the 300 at Marlin
becomes 100 and there are no other assets other than the biock of Azurix

—

1"/ﬂﬁdme?sex\ Azunx also has close to $2 billion of its own debt. So. if

the piece 1s worth the same amaunt in both pockets, am | pressing, | guess, those stands? It
locks to me like you have close to 31 billion liability that is going to be supported exclusively by
Enron's support agreernent. And I'm curious why to the last question at this point there have

been no reserves or no inclusion of that liability in the overall liabilities of the company

Male: [ think the only clarification that rmight help you. Richard, is that the - what loss we recorded in the
third quarter associated with our portion of 2 Azurix's impairment of certain assets on their book,
rot 3 write down of our investment at (Azunx's pull). Se, we pick up our equity interest, their
income or loss. [fit's a loss, we asscciate it with the write down of certain assets that are now

being held for saie by Azurix.

Those assets were written down to net reatzable vaiue. basically market value ((inaudible)) that
they're being held for sale. We picked up our share of that loss as would be required under {k

equity accoeunting. The remaining assets Azurix principally Wessex was considenng bath
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Azurix's overail position and any other additional impairments that need to be made and Ours.

we're comfortable with where we stand on it.

Richard Grubman: So. in the best case, the asset's worth $300 million. in which case the geficiency is

$700 miflion. What's...

Male. | would point out ebviously that you can't — you're mixing historical cost accounting and market

value, assets that have value in excess of what they may be on the books that are not written up.

Richard Grubman: OK. So, please tell us what the $1 billion worth of assets at Marhn 1s.

Male: It's the Azurix and Wessex Water.

Male: It's mainly Wessex Water, Richard. And...

Richard Grubman: But the Wessex is owned by Azurix.

Male: Ccerrect.

Richard Grubman. So, you can't count them both. if the Wessex is owned by Azurix, what's the AZurix

worth including Wessex?

Male: Again, the charge taken in the third quarter reflects to - relates to reflecting all assets held for sale

by Azurix to market vatue, and we picked up our share of that

Richard Grubman: Fine Let's go back to the transaction where you pought a third of Azurix for roughly...
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Kenneth Lay: Richard, let me intercede here for a minute, Wessex Water is the asset remaining in
Azurix. That's 99 — or 90-something percent of it  And, in fact, even over the last month or six
weeks our outside auditors have reviewed Wessex and in fact have determined that (here is no
impaiment required Now, | know you want to drive the stock price down, and you've done a

good job at doing that, but | thunk that's that [ et's move onto the next question.

Richard Grubman; That's pointiess.

Kenneth Lay: Let's go to the next guestion, Richard. You're monopolizing the conference. We've got a

iot of peopie out there with real senous questions,

Richard Grubman: In difference, | would appreciate an answer to the question. That's fine if you move

on. | think everybody understands why. Thanks.

Maie: | think in fact we've answered the question, but you won't accept our answer. Let's move on.

Operator; Next we'll hear frem Howard Kaminsky with King Street Capital.

Howard Kaminsky: Hi. | certainty don't want to beat a dead horse. What | would like to know is there are
a number of off balance sheet financing — Marlin, Osprey. And it's very confusing to me to try to
understand what the true potential ddution might be to the extent that there was a trnigger event
Now, I'm not suggesting that there will be ane, but I'm just trying to gauge how much potential
dilution there might be to the shareholders to the extent that you were downgraded to below

investment grade. That's...

Male: Well, | wili start off with that. First of all, we'd have to be downgradeo three notches o go below
investment grade. And there's — at least we don't think there's any chance of that But, Dan or

Andy, you want to add?
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Male: That's fine, thanks. ! think that says it all.

Male: And, indeed, | will reempnasize, since I'm on the phore, that we are committed to maintaining cur
rate. We've said that repeatedly. We're working -obviously. with two ¢f the three raling agencies
have aiready confirmed our ratings  Certainly, Moody's — we're working with Moody's. Moody's

says they want to work with us. And we are committed to matntaining our ratings.

Rick Causey: | guess — this 1s Rick Causey. Just anotner comment on those as it relates to both cf those
entities you referred to. They are, again, a traditiona! asset ownership structure with underlying
debt on their books. Obviously, in the event of any event, the assets are the primary source of
repayment of all the obligations of those entities. And to the extent that those assets were (o be
sold or something, that would be the primary source of repayment of any debt or equity

associated with these entities

Our — the double triggers that have been referred - or at that point, any shortfall then would be —
would default to Enron and again be repaid with proceeas from whatever source we deemed
appropriate to fund those proceeds. But to answer your questicn is a difficutt cne because it
would require us to assume that (ail of these) were wound out today and exactly what proceeds.
Again, we feel like that the overall structures are appropriate and that the assets can be used to

support the underlying.
Male: Andto Ken's point. our rating is strong and we will in fact defena it.

Howard Kaminsky. 1 understand. Could you just tell me what was the whole purpose betund the Osprey W_

transaction?

Ben Glisan: | could speak to that. In._.
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Kenneth Lay. And this is Ben Glisan, the Treasurer.

Ben Glisan: Ir '97 and '98 Enron invested in a number of different areas simuttaneousiy and we were
expanding a couple of our different larger businesses That was creating balance sheet
expansion. And there was as fundamental capital structure ({inaudible)}, which was to either
expand the balance sheet permanently at that point or ultimately be deployed capital from cther
sources to accommodate that incremental investment. These structures accommodated that
latter decision. Tnats precisely what occurred. So, these structures provided Enron a period of
sime over which it could sell either the assets in the structure or raise other capital, thus that it
would not have to permanently expand the balance sheet at the time the other investments

({inaudibie)}.

Kenneth Lay: And | will underscore agair that the assets in these instruments are, for the mast part.
traditional energy assets — power plants, gas distribution businesses and so forth. And again, as

Rick said, we think the value of the assets fully support these instruments.

Howard Kaminsky. Well, the asset — Osprey is collateralized by the limited partnership investment | take

it the real assets are helc at Wingate.
—— K
Ben Glisan: Yes. The partnership that Osprey invests in a parinership calledfWhite Wing)
Howard Kaminsky: White Wing, I'm sorry.

Ben Ghsan. And White Wing has two classes of assets. One ciass, as Ken mentioned, are raditioral
energy investments that are held giobally, so some European power stations, Central Amercan,

Latin American energy equity mvestments and sc forth. as well as Enron stock. That—a

convertible preferred.
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Howard Kaminsky: 1 just want to reiterate that to the extent that when these securities mature in ‘03, if

there is a deficiency, that Enron will meet that deficiency with either proceeds from asset sales or

equity contribution.

Ben Gusan: Yes.

Howard Kaminsky: Thank you very much.

Kenneth Lay. And again, we think the proceeds will be — based on current valuations, we think the

proceeds will be adequate to cover that.

Next question, please.

Operator: We'll next hear from Dan Nordby with Alliance Capital.

Dan Nordby: Good morning, Ken. A couple of questions  Let me take a stab at a worst-case scenario

here. And I'd appreciate you telling me where my thinking 1s off  On this junior convert preferred,

the $1 billion roughly, if by some calamity the (make hold) provisions got triggered by the stock

price and downgrades and assuming you couldn't raise a penny in assets, which of course s not

true, with the stock down here in the low 20s, presumably you'd have to issue about 50 million

shares of stock to make that whole, which would be about eight percent dilution. {s that a worst-

case scenario here on this?
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Kenneth Lay: Actually, for the Osprey transaction, which 1s the transacton you're gescribing. in your
math, which | agree is the absolute worst case, the total proceeds that would need to be raised is
not $1 biliion tut rather $4 billion. But that's why we continue to say that asset dispositions wi'

make up the iargest component of those proceeds. And, in fact, as Andy mentioned were well

on our way facing those proceeds.

Dan Nordby: So, that implies that to the axtent you couldn't under a worst worst-case get anything for the

assets, there'd be something on the order of, what, 16 to 18 percent gilution or more”?

Male: You'll have to trust your math. | don't have my calcuiator in front of me, but that scunds correct.
Eut remember, there are assets in White Wing that we would be selling. So, you're assuming
that there's $2.4 billion of assets in White Wing itself that we couldn't sell at all, we couidn't — that

are worth zero, which seems to be an awfu! harsh assessment.

And furthermore, there's a large portfolio of assets on our balance sheet that we are aiso looking
to dispose as well. And you're assuming that we could not dispose of any of those, wnich s

extracrdinarily harsh given that outline close to $4 billion now of eight dispositior transactions

Kenneth Lay: And again, of course, as we said, these are traditional energy assets But in some of those
power plant assets. they have long-term contracts with like A rated or AA rated utiities that in fact

justity the value that we're putting them at  So, it's not a matter that all of a sudden they just

collapse to zero.

Dan Nordby: Right Yes. | understand that. I'm just king of trying to test tnis for 3 worst-case exposure

here.

| guess the second question is a little more gualitative. And that is that despite your comments at )k

the beginning about the faith that the board has in the CFO function here, there do seem fo be
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legttimate gquestions that can and shou'd be raisea about how significant cash fiow and capitai (
has been aliocated in some of these manners over the last couple years. And | certainly wouldn't

expect you to comment on conflicts of interest because there probably are legalives. But what

things have been put into place to make sure that this doesn't get unfecused and undisciplned

going forward?

Kenneth Lay: Let me first say from the standpoint of LJM and Andy's role in that, obvicusly the board and
of course even the lawyers and the auditors and everybody else recognize that tnere would be an
inherent conflict of interest there. And bas:cally, the board gevelopeg and prescrbed certain
procedures and how in fact that could — that in fact would be deatt with and primarily in a way that
Enron's interest and Enron's shareholder's interest would never be comoromised. /

And | will aiso say that having checked just in the last several days those procedures have been Z

very nigorousty followed. So, we do not — we're very concerned the way Andy’s character has

been kind of loosely thrown about over the last few cays in certain articles as well as. of course,

the integrity of the company But we think in fact that all of the necessary protections and

procedures were put in place on the front end to make sure that Enron sharehclders were in fact

fully protected.

And | guess as a question going forward, certainiy Just in this environment. if nothing else, | think
everybody's becoming more disciplined in capital decisions. And centainly we've had this
discussion with our feam. And think surely probably most companies wouldn't make as large
investments in many areas as they did one or two years ago, and that s certainly true with Enron.
We're very much in a very disciplined mode. at the same time making sure that our kay
executives and our core pusinesses — our wholesale, retail and pipeiine businesses — know that

they've got goad projects or need for capital we're going 1o previge it for them
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Dan Nordby: | appreciate this. | appreciate your willingness to have this call and, for wnat it s worth, urge

you to centinue to have them if confusien persists going forward.

Kenneth Lay: | appreciate that. And|think 1did comment at the start that we do intend o cothis on a
more reqular basis here for a while because we do want 1o try to make sure that the facts get out
We know there are a lot of rumors getting out, 1ot of speculation getting out, and cbvicusly it's

done a lot of damage 10 us over the last few days. But we're trying our pest to get the facts out

Dan Nordby: Thanks.

Operater: We'li next hear from David Fleischer from Goldman Sachs.

David Fleischer Hello, Ken.

Kenneth Lay: Hi. David.

David Fleischer. This was going to start out as a questicn if | had been called earlier, but | think several
of tham that | was going to ask most about nave been asked. | guess what 'd like to do is make
this partly a question, but more of a comment and just point out. with all due respect. that what
you're hearing from some of these pecple and many others that you haven't heard from in this
call is that the company's credibility is being severely questioned and that there really 1s a need
for much more disclosure. Ang | appreciate where it's rea: difficult for you to get into a lot of
details on one specific issue with one guestioner, but that s exactly what | think needs to happen

over maybe a senes of conference calls

There is an appearance that you're hiding something or that you just don't want to - that maybe\
there's something beneath the surface going on that is less than — that may be questionable. |

guess you need to do everything in your power ta explain to investors, 1o demonstrate o
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imvestors that your dealings are above board, inat the mpacts and potential /mpacts are not
negative for Enrcn, that everyone isn't questioning all these. And s0, | would urge you to have
daity conference calls or aimost daily conference calls to try to explain this with outsice auditors to
— with whoever to really through these because | think it's absolutely critical to the comoany that
you do that. The disclosure in the footnotes that — ane of the questions that Rick said the

disclosure is there in the footnotes.

| for one, find the disclosure is not complete enough for me o understand and explain all the
Intricacies of those transactions. And that's why there are so many questions here. And | think J :
you're now in a position where you really need to give us a lot more information notwithstancin

the fact that you probably want to place limits on that.

But that would be my comment {o you.

Kenneth Lay: Well, David, | appreciate that. And certainly, as 1 also sa.d earlier there are limitations on
what we can or should talk about with LJM in particular or related party transactions in generai
because of both lawsuits, potential lawsuits as well as the SEC inguiry. But again, as you know
we are trying tc be as transparent as we can. WWe're trying to provige information  We re not

trying ta conceal anything. We're not higing anything

Probably we scrubbed and rescrubbed and rescrubbed things more in the last couple months
than we have in a long, long tme. And as you know 1n the second quarter — well, first of ati, third
quarter resuits told you and everybody else that we're going to provide (lease) allocation of
capital numbers from the capital deployed numbers for all of those different segments at year end
so you can really begin tracking the returns on investment in different segments. And indeed, I'm
very sorry about the misunderstanding to the extent there was a misunderstanding on the $1.2

billion eguity reduction.
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That — it was deemed that that was not necessary ¢ put in the earnings release or, far tnat
matter, even put out publicly unti! the 10-Q. but we made the decision to put it out at the same
time of the earnings. And my conference call comments is to get everything out tnere, as we did
some otner things in those comments. We're really trying to make sure trat the analysts and the
shareholders and the debt holoers really know whats going on here So, we are rottrying to

hoid anything back.

David Fleischer OK. thank you. | do think we need a lot more here. Tnank you.

Operater: We will next hear from (Dusty Turk) with Simmans

{Dusty Turk) With Simmons. | applaud your move towarags more financial disciosure as well. Cne of the
things that came out in the financial disclosure was the global assets portfolio, which 1s & 36
billion pertfclio with only about $12 million cf EBIT year to date. Could you talk about how you
look at asset write downs in this portfolio and what you intend to do to improve the eamings in the

portfolio and give some specifics if you can by some of the assets in the portfoiic?

Kenneth Lay: Well, number one, and again, as we said 1n the third quarter earnings cafl, we — in fact,
both we and our cutside auditors had already looked at all of our assets to determine If we had
impairments under the new goodwill accounting rules that take effect first quarter next year. And
as you probably recall. out of that review, indeed there was somewhat less than $200 million of
adiustrments that will be required in the first quarter out of our whole portiono. Ang clearty, If there
are impairments other than that, why then of course Arthur Andersen as well as our internal

accounting staff would reauire that we wnte that down alse.

Now, as to those assets and eamings so little, and | agree with that, I've now put the operation of
those assets under Stan Horton's group.  Stan Horton's been running our pipeiine group and our

utility group in Nerth America for quite some time. We think he's one of the best in the world
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running those kind of assets and pusinesses and geting tne mest return out of tnem. | think,
number one he will find, and he already has as a mater of fact, just going through the budget
reviews and everything he's done over the last two months finding ways to improve earnings from
that group of assets. But secondly. as you well know, a 10t of those assets are targeted for
disposition. And, of course, at lzast {Sigrio}. which is & gas distnbution business in Brazi, we
sold that to Petrobras and that should close, as Andy said. over the nex: 30 days Wvere making
progress on a nurmber of other assets. 5o, we hope both to increase returns and cash flows from

this group of assets at the same time that we reduce the total dollars invested

{Dusty Turk): Are you looking at any additional capital investment in that portfolio?

Kenneth Lay: It will be mogest. Obviously, you'll continue to do what s necessary to maintain reliability
and safety. And there may be a few incremental investments that will in fact enhance earnings
from assets we already own. But as we've said for some time, we are de-emphasizing our
investments in large infrastructure prejects in developing countries, and that's what maost of those
are.

(Dusty Turk): Very good. Thank you.

¥ennetn Lay:. Thank you.

Operator. We'll next near frem John Clson with Sanders, Merris & Harns

John Olson  Good morning, gentlemen.

Kennetn Lay: Good moming. John.

E 31157
Confidential Treatment Requested By Wilmer, Cutler & Pickering



ENRON CORPORATION
Moderator Kennetn Lay
10-23.01/830am CT
Confrmation # 827675

Page 27
John Olson: 1think it woutd be important in terms of credibitity to restore !t a Ittle bit if you would be 50 /
kind as to have Andy Fastow describe the role he played as a general partner in L JM-1 and LUM- Q/L‘

2 and how ciosely monitored he was and how - what kind of review was impesed on tne general

partner role.

Kenneth Lay: | think, John, and particularly with the SEC deciding that they're going to come in and look
at this, which as | said we weicome because this will finally hopefully put all of these i1ssues to
rest. But | think because of that | would prefer that Andy not get in too much detasl as far as LUIM.

And let me say there was a Chinese law between LJM and Enron.

And what | did say earlier was that we — that the board put in place and the company adhered to

some very strict procedures, which would ensure that any time anybcdy inside of Enron was

dealing with LJM there would be a process whereby In its sharehcider's interest would be

paramount. And keep in mind that we did not have to put any projects or investments in LJM or K—
any of the other vehicies related to LJM. So. it's strictly discretionary. And abviously it had to be

in Enron's best interest before those investments or projects were put in there

John Olson. | —the "Wall Street Journal” makes a crreumstantial case on a numbper of pownts. It might be
helpful if you would be aple to put out something just answernng them on a point-by-point issue al

some point yourselves.
Second question, if | may, is the $1.2 pillion of equity that was basically created through a

synthetic transaction why did Arthur Andersen have you put it on the bocks? Was this really

equity or was it something else, a piece of paper?

Kenneth Lay: Rick?
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Andrew Fastow: It did relate to a cantingent — it was {four) equity commitments and, :n fact, equity ang
contingent share commitments. And those were recorded and, again, cbviously included in the

earnings per share calculation untit such time that those were terminated.

John Olson: OK. Third gquestion, it might be helpful, too, gentlemen, if you would make avaiabie the
financial statements of the various parinerships | don't think that t's any sweat off your backs in
terms of disclosure or whatever, But if you would be able to make available White Wing and
Atiantic and LJM-1 and 2, | think you would also go a long way towards setting any real or
imagined issues here.

Final question, if | may, what is the maintenance capital spending of the company now?
Andrew Fastow: The maintenance capital for the balance of the year is approximately $175 miilion.
Jonn Otson: And is — can | annualize that ta $1.1 billion or $1.2 billion or whatever?

Ancrew Fastow: | think that's dangerous. | guess | would prefer to address it again in a follow-up call
mecayse | did not — { don't have that number at my fingerips and we typicafly - it's straight
annualizations. It doesn't necessarily (hold).

Jonn Olson: Thank..

Kenneth Lay: But we will provide that, John. We'li be happy to provide that. Anc also we certainly will

look at providing the financial statements on these other structures

John Olson: Thank you very much.

Kenneth Lay: | think we're going to have to stop there, operator. And if | could just kind of wrap 1t up
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As we said in the release yesterday, we are continuing to be focuseqd on our core pusinesses and
delivering value to our customers around the world. But we alsc want to take ne Uime we neecd 1o
keep all of you informed. We will set up ancther call in the next couple of weeks, maybe sooner
depending on events. Additionally. we will be posting on our Web site frequently asked questions
and answers in order to get information out to you quickly starting late this afternoon.
Sc. again. thanks for participating in this call and thanks for the questions.

Operator: That cancludes today's conference. Thank you for your participation.

END
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